





}Economic Outlook

Overview

Higher-than-expected rates of growth in employment, personal
income, and tax collections are indicative of the continuing
system-wide expansion of Hawaii's economy. In addition, the
level of construction permitting bodes well for future investment
activity. Visitor arrivals and average daily visitor census are
both up and federal spending remains strong.

Labor Force and Jobs

For the first nine months of 2005, average civilian employment
was 613,800, which is 19,150 persons or 3.2% higher than that
for the same period of 2004. The civilian labor force was
631,600, an increase of 16,300 persons or 2.6%. The statewide
unemployment rate decreased 0.6 percentage points to 2.8%.

The total number of wage and salary jobs increased by more
than 16,700 or 2.9% statewide for the first three quarters of
2005 over the same period of 2004, following a strong 2.6% job
growth in 2004. Job increases were largest in Construction
(2,950 jobs or 10.2%), followed by Professional and Business
Services (2,550 jobs or 3.6%), Retail Trade (2,400 jobs or
3.6%), Transportation, Warehousing and Utilities (2,250 jobs or
8.1%), Food Service and Drinking Places (1,800 jobs or 3.3%),
Health-Care and Social Assistance (1,800 jobs or 3.3%), and
Accommodations (1,250 jobs or 3.3%). The federal
government, with a loss of 350 jobs, was the only sector loosing
jobs in the first nine months of 2005.

Tax Revenues

Through the first nine months of 2005, State general fund tax revenues
were up 18.0% from the same period in 2004. This is an increase of
about $498 million compared with the collections during the first nine
months of 2004. General excise and use tax (GET) collections
increased by about $206 million or 13.6%, while individual income
tax collections increased by $182 million or 19.7%. Transient
accommodations tax (TAT) collections increased by about $11 million
or7.3%.

Viewed from the fiscal year perspective, comparing the first quarter of
FY 04-05 with the first quarter of FY 05-06, State general fund
collections are up 16.2%, GET collections are up 11.6%, individual
income tax collections are up 11.0%, and TAT collections are up
3.8%. ‘

Income

Nominal personal income, not adjusted for inflation, rose $3.3 billion
or 8.2% in the second quarter of 2005 compared to the second quarter
of 2004. Wage and salary disbursements grew by about $2.2 billion
or 9.4% in the second quarter of 2005. Wages and salaries accounted
for about 58% of personal income.

Supplements to Wages and Salaries, consisting of employer payments
to retirement plans, private group health insurance plans, private
workers compensation plans, and other such benefits, increased by
$693 million or 10.8% in the second quarter of 2005 compared to

" 2004.




Proprietors’ Income, the income most closely related to
entrepreneurial activity, grew by $269 million or 9.7% in the
second quarter of 2005 compared to the second quarter of 2004.

Dividends, Interest, and Rent rose by $147 million or 2.4% in
the second quarter of 2005. Personal Current Transfer
Receipts, consisting largely of retirement and medical payments,
grew by $309 million or 5.9% for the quarter.

Contributions to Government Social Insurance, payments
subtracted from personal income, increased $257 million or
7.7%.

Earnings increased across most private sector industries between
the second quarter of 2004 and the second quarter of 2005. In
dollar terms, the largest increases came in Construction
followed by Management of Companies, Accommodation and
Food Service and Health Care and Social Assistance. Federal
government earnings increased 5.4 and State and local earnings
increased 8.2%.

Prices

Honolulu’s inflation rate increased 3.1% in the first half of 2005
‘down slightly from the 3.3% increase for the second half of
2004. Honolulu’s rate was 0.1% higher than the 3.0% inflation
experienced on the Mainland during the first half of 2005. The
Honolulu increase was produced by the Housing component
increasing 4.0% and Transportation, mostly fuels, increasing

4.4%. _ :
Tourism -

During the first nine months of 2005, Hawaii’s visitor industry
continued to improve at a robust pace. Both international and

domestic arrivals increased causing the total number of visitors
arriving by air to grow by 7.1% from the same period in 2004.
Domestic arrivals increased 7.5%, while international arrivals
increased 6.3%. Among the major market areas (MMAs), the greatest
increase came from U.S. West (up 7.8%), followed by U.S. East (up
6.1%), and Japan (up 4.3%). Total visitor days increased at a 7.2%
rate, slightly higher than the rate of increase in arrivals due to a small
increase in average length of stay. Total expenditures of visitors
arriving by air are estimated to have increased 8.4% for the first nine
months of 2005 over the same period in 2004.

Airline passenger capacity, both scheduled and charter, increased
10.0% through the first nine months of 2005. For the first seven
months of 2005, hotel occupancy rates were also up, with the
statewide average occupancy rate increasing from 79.1% to 82.3%.
The statewide average daily hotel room rate increased 7.3% to
$163.92. ’

Construction and Real Estate

The major indicators of construction activity remained relatively
‘positive in the first half and three quarters of 2005. The contracting
tax base increased 20.4% during the first half of 2005. Over the first
three quarters of 2005, the total value of private building
authorizations decreased 4.6 % statewide from the record level of
2004, but still attained the $2 billion mark. Through the first nine
months of 2005, State Capital Improvement Project expenditures were
up 110.1% over the same period in 2004. ‘ '

The number of single-family units resold was up 1.6% statewide, and
Condo/Apt/Towr_lhouse resales were up 5.3%. In Honolulu, the
median resale price of single-family units rose 31.1% in the third
quarter of 2005 compared to the third quarter of 2004 and
condominium unit prices were up 30.2%.




Through the first nine months of 2005, statewide construction
jobs averaged 31,850 jobs, up 10.2% compared with the same

period in 2004. The construction industry showed job growth in

all counties, ranging from 6.8% in Hawau County to 18.3% in
Maui County.

County Economic Conditions

Through the first nine months of 2005, all county economies

performed well. Average civilian employment grew faster than

the labor force in all counties, leading to reductions in
unemployment. Total wage and salary jobs were up in all
counties. Both visitor arrivals and visitor days showed growth
across all counties, ranging from a 1.6% increase on Kauai to
16.5% growth on the Big Island.

For the first nine months of 2005, average civilian employment
growth was 3.7% in Hawaii County, 3.6% on Kauai, 3.2% in
Honolulu, and 2.8% in Maui County. The drop in
unemployment rate was 0.7 percentage points in Hawaii County
and Kauai County, 0.6 in Maui County and down 0.5
percentage points in Honolulu.

All counties showed positive overall rates of job growth during
the first nine months of 2005. The City and County of Honolulu
picked up 12,000 wage and salary jobs or an increase of 2.8%.
The largest absolute increases were in Transportation,
Warehousing and Utilities; Construction; Retail Trade; and
Professional and Business services, each adding about

2,000 jobs. Hawaii County added 2,050 jobs or 3.3%.
Accommodation; Health care and Social Assistance; and
Construction had the largest job increases in Hawaii County.
Maui County added 1,550 jobs or 2.3%.. The biggest gainers
were Construction and Professional and Business Services.

Kauai County increased 850 jobs, or 3.0%, lead by Professional and
Business Services; Construction; and Retail Trade.

During the first nine months of 2005, visitor arrivals by air increased
the most in Hawaii County (17.0%), followed by Honolulu (7.4%),
Kauai County (3.8%), and Maui County (3.6%). Hotel occupancy
rates were up in three counties, increasing the most, 7.0 percentage
points to 86.2% rates in Honolulu. Kauai County occupancy
decreased 1.4 percentage points to 79.2%.

Individual income tax collections increased in all counties, with
increases ranging from 17.5% in the City and County of Honolulu to a
high of 68.7% in Kauai County. GET tax collections were up in
Honolulu and Kauai County and down on the Big Island and Maui
County. TAT collections grew at double-digit rates in all counties
except Maui where it fell 31.9%.

Outlook for the Economy

DBED continues to anticipate solid growth for tourism, personal
income, and wage and salary employment for 2005 and 2006.
Projections of economic growth for the Mainland U.S., Hawaii’s
primary visitor market, are reasonably strong, while Japan is projected
to grow, but at a slower pace. .

Prospects for all three main supports of Hawaii’s economy continue to
appear positive. The visitor industry, federal spending, and private
construction all remain strong. Current building permit levels are still
averaging well over $200 million per month, which should mean a
healthy construction sector for the foreseeable future.

The future condition of Hawaii’s economy is linked to the state of the
mainland U.S. and Japanese economies. The November 2005 Blue
Chip Economic Consensus Forecast projects real GDP growth in 2005
of 3.5% for the U.S. and 2.0% for Japan. Growth in 2006 is expected




to be 3.3% for the U.S. and 1.9% for Japan. The expectation
for U.S. consumer price inflation is about 3.4% in 2005 and
3.1% for 2006.

With data on the first nine months of the year, Hawaii visitor
arrivals and visitor days in 2005 are both expected to increase
6.5%. ‘Visitor expenditures are forecast to increase 6.9% in
2005. In 2006, visitor days, visitor arrivals, and visitor
expenditures are predicted to increase 2.9%, 2.9%, and 5.8%.

‘The current nominal personal income forecast is for 7.0%
growth in 2005, and for 2006 we project a slightly slower 6.2%
growth rate. Real personal income growth rates for 2005 and
2006 are forecast to be 3.5% and 2.8% after deflating the
nominal projections by the forecast Honolulu CPI-U.

- Hawaii’s projected inflation rates for 2005 and 2006 have been
raised to 3.4% and 3.3% respectively. The recent housing and
energy price pressures felt both in Hawaii and the nation as a
whole are the basis for these increases.
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